(4- 2000)

SALARY REDUCTI ON SI MPLI FI ED EMPLOYEE PENSI ON ( SARSEP)

Li sting of Required Mdifications and |Information Package (LRMWs)
(For use with prototype SEPs intending to satisfy the
requi rements of Code 8§ 408(k)(6).)

This information package contains sanpl es of plan provisions that
satisfy certain specific requirenents of the Internal Revenue
Code, as anended through the Internal Revenue Service
Restructuring and Reform Act of 1998 (P.L. 105-206). Such

| anguage may or may not be acceptable in specific plans,
depending on the context. A prototype sponsor applying for an
opinion letter on a prototype salary reduction sinplified

enpl oyee pension ("SARSEP") in accordance with Revenue Procedure
91-44, 1991-2 C. B. 733, nust satisfy these LRVs in addition to
the LRVs for regular, non-el ective SEPs.

We have prepared this package to assi st sponsors who are drafting
SARSEPs. To expedite the review process, sponsors are encouraged
to use the | anguage contained in this package.

Underlined material reflects changes to the 7-91 version of these
LRMs.

A prototype SARSEP may not be used by an enployer who: (1) did
not nai ntain a SARSEP on Decenber 31, 1996; (2) at any tine
during the prior plan year had nore than 25 enpl oyees who woul d
have been eligible to participate; (3) has any | eased enpl oyees
wi thin the nmeaning of Code § 414(n)(2); (4) is a governnmental or
t ax-exenpt entity; or (5) has eligible enployees whose taxable
year is not the cal endar year.

SEPs submitted under the "short anmendment” procedure described in
8§ 5.03 of Rev. Proc. 91-44, nust include at least the information
contained in LRM#s | through VII, except where specifically
stated ot herw se.

SEPs submitted under the "l ong amendnent” procedure pursuant to
8 5.04 of Rev. Proc. 91-44 nust include the appropriate
information contained in each of these LRMs, according to whet her
t hey have chosen to be considered "deened top-heavy” or "not
deened top- heavy."



Under each type of subm ssion, the sponsor must certify that it
has conplied with the applicable notice requirenents outlined in
88 4.03 and 4.04 of Rev. Proc. 91-44.

St atenent of Requirenent: Purpose, Code 8§ 408(k)(6), Rev.
Proc. 91-44.

Sanpl e Pl an Language:

This is an anendnment to the enployer's existing salary reduction
sinplified enpl oyee pension ("SARSEP") that is intended to
qual i fy under Code 8§ 408(k)(6) and any gui dance issued

t her eunder.

The enpl oyer agrees to permt elective deferrals to be nade that
will be contributed by the enployer to the individual retirenent
account or individual retirenment annuity ("SEP-IRA") established
by or on behalf of each participant to accept contributions nmade
under this SARSEP.

1. Statenent of Requirenent: Participation and Coverage
Requi renents, Code 8§ 408(k)(6) (A and (B)

Sanmpl e Pl an Language:

1. Elective deferrals shall be permtted for a plan year only
if:

(a) not less than 50 percent of the enployees eligible to
participate elect to have anmounts contributed to the SEP on their
behal f; and

(b) the enployer had no nore than 25 enpl oyees at all tines
during the prior plan year who were eligible to participate in
t he SEP.

2. |If the 50-percent requirenent is not satisfied as of the end
of any plan year, all the elective deferrals nade by enpl oyees
for that plan year shall be considered "disall owed deferrals,"”
i.e., IRA contributions that are not SEP-IRA contributions. The
enpl oyer shall notify each affected enployee, within 2 1/2 nonths
after the end of the plan year to which the disallowed deferrals
relate, that the deferrals are no | onger considered SEP-IRA
contributions. Such notification shall specify the anmount of the
di sal l oned deferrals and the cal endar year of the enployee in
which they are includible in incone and nust provide an

expl anation of applicable penalties if the disallowed deferrals
are not withdrawn in a tinely fashion.
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(The follow ng | anguage, or simlar |anguage, nust be included
for | ong anendnment subm ssions.

3. The notice to each affected enpl oyee nust state specifically:
(a) The ampunt of the disallowed deferrals;

(b) That the disallowed deferrals are includible in the

enpl oyee's gross incone for the cal endar year or years in which
t he amounts deferred woul d have been received by the enpl oyee in
cash had he or she not nade an election to defer and that the
incone allocable to such disallowed deferrals is includible in
the year withdrawn fromthe SEP-1RA; and

(c) That the enployee nust wi thdraw the disallowed deferrals (and
al l ocabl e incone) fromthe SEP-1RA by April 15 follow ng the

cal endar year of notification by the enployer. Those disall owed
deferrals not withdrawn by April 15 followi ng the year of
notification will be subject to the IRA contribution |imtations
of Code 88 219 and 408 and thus nmay be consi dered an excess
contribution to the enployee's IRA. Disallowed deferrals nay be
subject to the 6-percent tax on excess contributions under Code
§ 4973. If incone allocable to a disallowed deferral is not

wi t hdrawn by April 15 followi ng the year of notification by the
enpl oyer, the income nmay be subject to the 10-percent tax on
early distributions under Code 8§ 72(t) when w t hdrawn.

Di sal l owed deferrals are reported in the sanme manner as are
excess SEP contributions.)

[11. Statenment of Requirenent: Allocation of and Limts on
El ective Deferrals, Code 88 402(h)(2), 404(h), 408(k)(6)
and 415.

(Note to Reviewer: The plan nust provide a nmeans by which an
enpl oyee who is eligible to participate in the SARSEP can el ect
to have the enpl oyer nake paynents either (1) as contributions to
the SEP-I1RA of each eligible enployee in accordance with a salary
reducti on agreenent or (2) to the enployee directly in cash.)

1. Alocation of Elective Deferrals. The enployer shal
contribute to each enpl oyee's SEP-1RA the anpunt of elective
deferral s chosen by the enpl oyee.

2. Salary Reduction Agreenment Option. An enployee nay elect to
have el ective deferrals nade under this SEP through either

si ngl e-sum or continuing contributions, or both, pursuant to a
sal ary reduction agreenent.



3. Anount of Elective Deferrals. An enployee may el ect to have
his or her conpensation reduced by the follow ng percentage or
anount per pay period, or for a specified pay period or periods,
as designated in witing [ CHECK ONE]:

[ ] An anpbunt not in excess of | ] percent of an enpl oyee's
conpensati on.

[ ] An anmpbunt not in excess of [$ ] of an enpl oyee's
conpensati on.

4. Cash Bonus Option. An enployee may base el ective deferrals
on cash bonuses during the year that, at the enployee's election,
may be contributed to the SEP or received by the enployee in
cash. [ ] Check here if such elective deferrals may be nade
under this SEP.

5. Timng of Elective Deferrals. No deferral election may be
based on conpensation an enpl oyee received, or had a right to
recei ve, before execution of a salary reduction agreenent by the
enpl oyee.

6. Under no circunstances nay an enpl oyee's el ective deferrals
in any cal endar year exceed the |esser of 15 percent of his or
her conpensation (determ ned wi thout including the SARSEP
contributions), or the limtation under Code 8 402(g) based on
all of the plans of the enpl oyer.

(The following two sentences, or simlar |anguage, nust be
i ncluded for | ong anendnent subm ssions.

The deferral limt is 15 percent of conpensation (less enpl oyer
SARSEP contributions). Conpute this anount using the foll ow ng
formul a: Conpensation (before subtracting enpl oyer SARSEP
contributions) x 13.0435%

7. 1f an enployer maintains any other SEP to which non-el ective
SEP enpl oyer contributions are nade for a plan year, or any
qualified plan to which contributions are made for such plan
year, then an enployee's elective deferrals may be limted to the
extent necessary to satisfy the maxinumcontribution Iimtations
under Code 8§ 415(c)(1)(A).

(The following two sentences, or simlar |anguage, nust be
i ncluded for | ong anendnent subm ssions.

In addition to the dollar limtation of Code § 415(c)(1) (A,
which is $30,000 for 2000, contributions under this SEP, when
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aggregated with contributions to all other SEPs and qualified
pl ans of the enployer, generally may not exceed 25 percent of
conpensation for any enployee. |If these |limts are exceeded on
behal f of any enployee for a particular plan year, that

enpl oyee's el ective deferrals for that year nust be reduced to
the extent of the excess.)

8. Each enployee's elective deferrals under this SEP may be
based only on the first $150,000 of conpensation (as adjusted for
increases in the cost of living in accordance with Code

8§ 401(a)(17)(B).)

V. Statenment of Requirenment: Excess Contributions, Code
88 408(k)(6)(C and (F), and 4979 and Reg. 8 54.4979-1.

Sanmpl e Pl an Language:

1. Elective deferrals by a highly conpensated enpl oyee nust
satisfy the deferral percentage limtation under Code

8 408(k)(6). Amounts in excess of the deferral percentage
limtation will be deened excess SEP contributions on behal f of
the affected highly conpensated enpl oyee or enpl oyees.

2. The enployer shall notify each affected highly conpensated
enpl oyee, within 2 1/2 nonths follow ng the end of the plan year
to which the excess SEP contributions relate, of any excess SEP
contributions to the highly conpensated enpl oyee's SEP-1RA for
the applicable year. Such notification shall specify the anount
of the excess SEP contributions and the cal endar year in which
the contributions are includible in inconme and nmust provide an
expl anation of applicable penalties if the excess contributions
are not withdrawn in a tinely fashion.

(The followi ng | anguage, or simlar |anguage, nust be included
for | ong anendnment subm ssions.

3. Excess SEP contributions are includible in the enpl oyee's
gross incone on the earliest dates any el ective deferrals nade on
behal f of the enployee during the plan year woul d have been

recei ved by the enpl oyee had he or she originally elected to
receive the anounts in cash. However, if the excess SEP
contributions (not including allocable incone) total |ess than
$100, then the excess contributions are includible in the

enpl oyee's gross incone in the year of notification. Incone

all ocable to the excess SEP contributions is includible in the
year of withdrawal fromthe SEP-1RA

4. If the enployer fails to notify any of the affected enpl oyees
within 2 1/2 nonths follow ng the end of the plan year of an
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excess SEP contribution, the enployer nust pay a tax equal to 10
percent of the excess SEP contribution. |If the enployer fails to
notify enpl oyees by the end of the plan year follow ng the plan
year in which the excess SEP contributions arose, the SEP no

| onger will be considered to neet the requirenents of Code

8§ 408(k)(6). If the SEP no |onger neets the requirenments of Code
8 408(k)(6), then any contribution to an enployee's IRA will be
subject to the IRA contribution Iimtations of Code 88 219 and
408 and thus may be considered an excess contribution to the

enpl oyee' s | RA.

5. The notification to each affected enpl oyee of the excess SEP
contributions nust specifically state in a manner calculated to
be understood by the average enpl oyee:

(a) The amobunt of the excess SEP contributions attributable to
t hat enpl oyee's el ective deferrals;

(b) The cal endar year in which the excess SEP contributions are
i ncludi ble in gross income; and

(c) That the enployee nust wi thdraw the excess SEP contri butions
(and all ocabl e incone) fromthe SEP-IRA by April 15 follow ng the
year of notification by the enployer. Those excess contributions
not withdrawn by April 15 follow ng the year of notification wll
be subject to the IRA contribution Iimtations of Code 88 219 and
408 for the preceding cal endar year and thus may be consi dered an
excess contribution to the enployee's IRA.  Such excess
contributions nay be subject to the 6-percent tax on excess
contributions under Code 8§ 4973. |If incone allocable to an
excess SEP contribution is not withdrawn by April 15 foll ow ng
the year of notification by the enployer, the incone nay be
subject to the 10-percent tax on early distributions under Code

§ 72(t) when wi thdrawn.

6. Definitions

The "deferral percentage limtation” is the nmaxi mum anount of

el ective deferrals, expressed as a percentage of conpensati on,
that can be contributed on behalf of any highly conpensated

enpl oyee for a particular plan year and it equals the product of
(i) the average of the ampunts of elective deferrals (expressed
as a percentage of each such enpl oyee's conpensati on) made on
behal f of all the non-highly conpensated enpl oyees for the sane
plan year, and (ii) 1.25. 1In calculating this average, the
percentage for an eligible non-highly conpensated enpl oyee who
chooses not to have elective deferrals made on his or her behalf
for a plan year, is zero.



The determ nation of the deferral percentage for any enpl oyee is
to be made in accordance with Code 8 408(k)(6) and any gui dance
i ssued t hereunder.

Ef fective for plan years beginning after Decenber 31, 1996, the
term "highly conpensated individual" shall nean an i ndividual
described in Code 8§ 414(q) who, during the current or preceding
year:

(a) Was a 5-percent owner as defined in Code 8 416(i)(1)(B)(i);
or

(b) Received conpensation in excess of $80,000, as adjusted
pursuant to Code 8§ 414(q)(1), and was in the top-paid group (the
top 20 percent of enployees, by conpensation).)

V. Statenent of Requirenent: Restrictions on Wthdrawals, Code
8§ 408(Kk)(6)(F).

Sanmpl e Pl an Language:

1. The enployer shall notify each enpl oyee who nakes an el ective
deferral for a plan year that, notw thstanding the prohibition on
wi t hdrawal restrictions contained in this SEP, any anpunt
attributable to such elective deferrals which is w thdrawn or
transferred before the earlier of 2 1/2 nonths after the end of
the particular plan year and the date the enployer notifies its
enpl oyees that the deferral percentage limtations have been
calculated, will be includible in incone for purposes of Code

88 72(t) and 408(d)(1).

VI. Statenent of Requirenent: Top-Heavy Requirenents, Code
§ 416.

(Note to Reviewer: Short amendnent SEPs are deened top-heavy and
thus must conply with the top-heavy m ni mum contri bution

requi renents whether or not the SEP is actually top-heavy. Only
Sections 1 and 2 of this LRM #VI need to be contained in short
anendnent SEPs. Long anendnent SEPs may or may not be deened

t op- heavy. Long anmendnent SEPs which are deened top-heavy nust
contain Sections 1, 2 and 3; those not deened top-heavy should
omt these sections and include the remaining sections of this
LRM #VI, beginning with Section [4].

When cal cul ating the key enpl oyee percentage as descri bed bel ow,
the key enpl oyee's elective deferrals are counted in both the
nunerator and in the denom nator. The key enpl oyee percentage is
cal cul ated using the fraction: (contributions/conpensation X
100) %)
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Sanmpl e Pl an Language:

1. Unless another plan of the enployer is designated, in the
space below, to satisfy the top-heavy requirenents of Code § 416,
the enpl oyer will make a m nimum contribution each year to the
SEP- | RA of each enployee eligible to participate in this SEP
(other than a key enployee as defined in Code 8§ 416(i)), which,
in conbination with other non-elective contributions, if any, is
equal to the | esser of 3 percent of each enpl oyee's conpensation
or a percentage of such conpensation equal to the percentage of
conpensation at which elective and non-el ective contributions are
made under the SEP for the plan year for the key enpl oyee for
whom such percentage is the highest for the plan year

[ F APPLI CABLE, NAME THE PLAN OTHER THAN THI S SEP I N VWHI CH THE
M NI MUM TOP- HEAVY CONTRI BUTI ON W LL BE MADE]

2. For purposes of satisfying the mninmmcontribution

requi renent under Code 8 416, all non-elective contributions
under the SEP shall be taken into account, but elective deferrals
shall not be taken into account.

(The follow ng | anguage, or simlar |anguage, nust be included
for deenmed top-heavy | ong anmendnent subm ssions.)

3. A "key enployee" under Code § 416(i)(1) is any enpl oyee or
former enployee (and the beneficiaries of these enpl oyees) who,
at any time during the "determ nation period", was:

(a) An officer of the enployer (if the enpl oyee's conpensation
exceeds 50 percent of the limt under Code 8 415(b)(1)(A));

(b) An owner of one of the 10 largest interests in the enpl oyer
(if the enpl oyee's conpensation exceeds 100 percent of the limt
under Code 8§ 415(c)(1)(A));

(c) A 5-percent owner of the enployer as defined in Code
8§ 416(1)(1)(B)(i); or

(d) A 1-percent owner of the enployer (if the enployee has
conpensation in excess of $150, 000).

The "determi nation period” is the current plan year and the 4
precedi ng plan years.

(The followi ng | anguage, or simlar |anguage, nust be included
for | ong anendment subm ssions which are not deened top-heavy.)
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[4] Unless another plan of the enployer is designated in the
space below to satisfy the top-heavy requirenents of Code § 416,
each year this SEP is top-heavy (as defined bel ow the enpl oyer
will rmake a mninmumcontribution to the SEP-1RA of each non-key
enpl oyee eligible to participate, which, in conbination with

ot her non-el ective contributions, if any, is equal to the | esser
of 3 percent of such enpl oyee's conpensation or a percentage of
conpensati on equal to the percentage of conpensation at which

el ective and non-el ective contributions are made under the SEP
for the plan year for the key enpl oyee for whom such percentage
is the | argest.

[ F APPLI CABLE, NAME THE PLAN OTHER THAN THIS SEP I N WH CH THE
M NI MUM TOP- HEAVY CONTRI BUTI ON W LL BE MADE]

[5] For purposes of satisfying the m ninmumcontribution

requi renent under Code 8 416, all non-elective contributions
under the SEP shall be taken into account, but elective deferrals
shall not be taken into account.

[6] Definitions

A "key enpl oyee" is any enpl oyee or forner enployee (and the
beneficiaries of these enpl oyees) who, at any time during the
"determ nation period", was:

(a) An officer of the enployer (if the enployee's conpensation
exceeds 50 percent of the limt under Code 8 415(b)(1)(A));

(b) An owner of one of the 10 largest interests in the enpl oyer
(if the enployee's conpensati on exceeds 100 percent of the limt
under Code § 415(c)(1)(A));

(c) A 5-percent owner of the enployer as defined in Code
8 416(i)(1)(B)(i); or

(d) A 1-percent owner of the enployer (if the enpl oyee has
conpensation in excess of $150, 000).

The "determi nation period” is the current plan year and the 4
precedi ng pl an years.

This SEP is "top-heavy"” for a plan year if, as of the |ast day of
the previous plan year (or current plan year if this is the first
year of the SEP) the total of elective and non-el ective
contributions nade on behal f of key enployees for all the years
this SEP has been in existence exceeds 60 percent of such
contributions for all enployees. |If the enployer maintains (or
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mai ntained within the prior 5 years) any other SEP or defined
contribution plan in which a key enpl oyee participates (or
partici pated), the contributions or account bal ances, whichever
is applicable, nmust be aggregated with the contributions nmade
under this SEP. The contributions (and account bal ances, if
appl i cabl e) of an enpl oyee who ceases to be a key enpl oyee or of
an individual who has not been in the enploy of the enployer for
the previous 5 years shall be disregarded. The identification of
key enpl oyees and the top-heavy cal cul ation shall be determ ned
in accordance with Code 8 416 and the regul ati ons thereunder.

VII. Statenment of Requirenent: The effective date for the
SARSEP nust be specified.

Sanmpl e Pl an Language:

This el ective SEP anendnent shall be effective upon adoption.

(The followi ng sentence nmust be included for |ong anendnent
subm ssi ons.)

No el ective deferrals may be based on conpensation an enpl oyee
coul d have received before adoption of this elective SEP and
execution by the enpl oyee of a salary reduction agreenent.

(The following two LRVs nmust be included for |ong anendnent
subm ssi ons.

VIIl. Statenment of Requirement: Deductibility of Contributions,
Code § 404(h).

Sanmpl e Pl an Language:

1. Contributions to the SEP are deductible by the enployer for
the taxable year with or within which the plan year of the SEP
ends. Contributions made for a particular taxable year and
contributed by the due date of the enployer's incone tax return,
i ncl udi ng extensions, are deened made in that taxable year.

| X. Statement of Requirenment: Contact for Adopting Enpl oyers,
8§ 4 of Rev. Proc. 91-44.

(Note to Reviewer: The SEP nmust contain a statenment that the
sponsoring organization will informthe enployer of any
anendnents to the SEP or if the sponsoring organi zati on no | onger
sponsors this prototype.
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Al so, the SEP must contain the nane, address, and tel ephone
nunber of the sponsoring organization or its authorized
representative to which adopting enployers may direct inquiries.)
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